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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars unless otherwise noted 
% Change 
1983 1984 1985 1984/1985 


Domestic Economy 

Population (millions) 3./ 
Population growth (%) Bel 
GDP in current prices (a) 7.4 
Per capita GDP in dollars (a) 270. 
GDP in billion CFA francs, 

current prices 380. 
GDP in billion CFA francs, 

constant 1980 prices 270. 
Industrial production (a) 89.2 
Govt. deficit as % of GDP 9.2 


Balance of Payments (a) 

Exports (FOB) 127.8 
Imports (FOB) 302.4 
Trade balance -174.6 
Current-account balance -146.9 
Foreign debt (year end) (b) 620.3 
Debt-service paid 24.2 
Debt-service owed 59.1 
Debt-service ratio as percent 

of merchandise exports 41.6 
Foreign exchange 

reserves (year end) 3.3 

Average exchange rate for year 381. 


Foreign Investment (including grants) (b) 
Total (cumulative) 28.1 


U.S.-Benin Trade 

U.S. exports to Benin (F.A.S.) 12.4 
U.S. imports from Benin (C.I.F.) 28.7* 
Trade balance -16.3 
U.S. share of Benin exports ($%) 31.7* 
U.S. share of Renin imports (%) 3.0 
U.S. bilateral aid 

Economic 

Military 


3.2 
0.063 


Principal U.S. exports (1985): aircraft*, tobacco, used clothing, food 
Principal U.S. imports (1985): antiques, wood carvings 


Sources: IMF, World Bank, Government of Benin, U.S. Embassy estimates, 
U.S. Department of Commerce. 


a) calculated from CFA franc figures b) calculated from SDR figures 
* see para A(8) 





SUMMARY : 


The economy of Benin, heavily dependent upon regional trade and the export of 
cotton and crude oil, has been severely affected by regional recession and the 
collapse of world commodity prices. Benin faces a heavy external debt burden 
and a deteriorating balance of payments. Foreign exchange reserves are at a 
very low level and the banking sector suffers from a severe lack of liquidity. 


An encouraging aspect of the Beninese economy is the evolution of government 
policy away from centralized control towards privatization and the encourage- 
ment of foreign investors. This evolution, however, is slow and, in-the short 
term, will have little effect on Benin's considerable economic problems. 


The key econanic event to look for in the next year is the conclusion of a 
standby agreement with the IMF, which will open the way to a rescheduling of 
Benin's external debt. 


The climate for private investment in Benin has improved greatly over the past 
few years. Although there is, at present, no direct American investment in 
Benin, there are a number of promising small investment projects. 





A) CURRENT ECONOMIC SITUATION AND TRENDS: 


1) BACKGROUND: The People's Republic of Benin is classified by the United 
Nations as one of the world's least developed countries. Located on the west 
coast of Africa, Benin is bordered by Nigeria to the east, Togo to the west, 
and Niger and Burkina Faso to the north. The main econamic activities have 
traditionally been agriculture and regional trade. 


Following the establishment of a Marxist-Leninist government in 1975, the 
state became the predominant economic agent, managing and controlling 
operations in all sectors of the economy. Real econamic growth increased from 
0.9 percent per year between 1971 and 1976 to 3.6 percent per year between 
1976 and 1981. There was a dramatic deterioration in Benin's econanic 
performance in 1983 and, since then, Benin's leaders have been faced with the 
worst econanic crisis in the country's 26-year history. Drought, the closure, 
between April 1984 and March 1986, of the common border with Nigeria, and a 
general regional econanic downturn have resulted in stagnant agricultural 
production and a sharp decline in import and re-export tax revenues. Largely 
as a result of the financial and structural problems of the public enterprise 
sector and the high cost and poor performance of major investment projects, 
substantial balance of payments and budget deficits have persisted since 1983. 


2) GOVERNMENT: President Mathieu Kerekou has been head of state of Benin 
since the 1972 military coup that brought him to power. In 1980, a civilian 
constitution was introduced, but many military officers retain positions of 


influence in the government and the ruling party, the Party of the People's 
Revolution of Benin. 


Following Kerekou's proclamation of Benin as a Marxist-Leninist state in 1975, 
there was a long period of difficult relations with the West, and especially 
with France and the United States. For the past several years, however, the 
Government of Benin has been increasingly friendly towards the West. 


3) ECONOMIC POLICY: After the proclamation of Benin as a Marxist-Leninist 
state, the government showed itself hostile to private enterprise and embarked 
on a program of nationalization of industry and financial institutions. Since 
1983, however, driven by the heavy losses suffered by nationalized industries 
and by the worsening economic situation, the government has shown interest in 
privatizing some government-controlled sectors of the economy. Thus, in early 
1986 Benin allowed a number of private foreign firms to begin operating in the 
transport sector. Progress in privatization has been slow, however, and the 
government has not committed itself to any general program of privatization. 


The government has initiated several econamic reform efforts, including World 
Bank-funded technical assistance and public enterprise rehabilitation 





projects. In November 1985, President Kerekou announced that Benin would seek 
a standby facility with the International Monetary Fund. Negotiations are now 
underway and the government hopes to have a facility in place in the first 
part of 1987. The conclusion of such an agreement will open the way to Paris 
and London Club rescheduling of Benin's external debt. 


In 1982, Benin issued a new investment code specifying the conditions under 
which foreign investment is to be allowed in Benin. The code, along with 
other information on doing business in Benin, is printed in the booklet "Guide 
to the Foreign Trade of Benin", which is available through the Ministry of 
Commerce in Cotonou and at the Benin Embassy in Washington, DC. The code 
provides a wide scope for foreign participation in the Beninese economy and 
offers guarantees regarding reduced taxation and the repatriation of profits. 
The code is, however, worded somewhat vaguely. This, and the fact that there 
is little experience in the operation of the code, makes it advisable to 
proceed cautiously in investing in Benin. Nonetheless, it is certainly true 


that the atmosphere for private investment in Benin has improved greatly in 
the last few years. 


4) STRUCTURE OF THE ECONOMY: Benin's econamy is dominated by subsistence 
farming and the importation of goods for re-export to neighboring countries, 
especially Nigeria. The importance of this transit trade is reflected in the 
fact that customs duties are the single greatest source of government revenue. 


a) Agriculture: Agriculture is the most important sector of the econamy, 
employing approximately 80 percent of the active population and accounting for 
33 percent of GDP. Small, independent farmers produce 90 percent of 
agricultural output. Production is dominated by subsistence food crops: 

corn, sorghum, yams, cassava, beans, and small quantities of rice. Because 
such a high percentage of the population is engaged in farming, Benin has been 
able to escape the food shortages that have plagued some other African 
countries. Benin is, on the whole, self-sufficient in food. It has, however, 
been importing increasing quantities of rice and wheat since 1979. Cash 
crops--palm oil products, cotton, and peanuts--provide one-third of Benin's 
foreign exchange earnings. 


Over the last ten years, agriculture has grown an average of only 0.5 percent 
per year. With the exception of cotton and corn, agricultural production has 
declined steadily since the mid-1970s. The sector has been plagued by 
drought, insufficient and inefficient use of fertilizer, insecticide, and 
seeds, the poor utilization of rural credit, a lack of infrastructure, and by 
artificially low producer prices. 


The production of corn, millet, and sorghum has declined in recent years. 
Rice production has exhibited the poorest performance of all crops. The 





production of yams and cassava, Benin's major tuber food crops, has decreased 
recently, although production had increased significantly between 1977 and 
1983. Peanut and palm oil production continue their long-term decline. The 
production of cashew nuts, coffee, and tobacco has been stagnant since 1980. 


Cotton is the only agricultural product to experience rapid expansion in 

recent years. Cotton production has more than quadrupled since 1981-82 and it 

doubled in 1983-84 alone. This rapid increase in production was due in large 

part to the government's policy of progressively increasing producer prices. 

Faced with increasingly unsupportable agricultural expenses, the government has 
begun to phase out all subsidies on fertilizers and insecticides. In 1985 

France and Benin signed a loan agreement for the construction of additional 

cotton storage and ginning facilities. For the time being, however, ginning 

and storage facilities remain insufficient and gins operate at relatively low 
efficiency. 


b) Livestock, Forestry, and Fishing: There has been an increase in Benin's 
livestock population since 1978. However, livestock production has been 
plagued by problems, including lack of water and pasture during the dry 
season, disease, and low prices. Production falls far short of the country's 


needs and Benin must import substantial amounts of meat and poultry in order 
to meet demand. 


Benin's forest resources fall short of national needs (see (d), below). A 
project to develop the country's forestry resources and to increase wood 
production is currently underway with assistance from West Germany. 


The fishing sector is daminated by individual fishermen and has registered a 
steady decline in production. Production now stands at half the value of the 
1970s. The decrease is due to overfishing and ecological degradation. 


c) Industry: Benin's modest industrial sector accounts for 9.6 percent of 
GDP and employs about one-fourth of the country's paid workers. Industrial 
production consists primarily of textiles, beverages, food processing, and 
construction materials. Industrial policy is set by the government and the 
sector is dominated by public enterprises. In recent years the industrial 
sector has experienced severe econanic and financial problems, including the 
disappointing performance of three large development projects (the Onigbolo 
cement plant, the Save sugar refinery, and the Seme oil field), high costs and 
lack of production inputs, and shortages of technically-trained personnel and 
of experienced management. Most public enterprises are suffering from serious 
financial problems. In June 1986 the industrial sector suffered a severe blow 
when an explosion destroyed the Cotonou plant of La Beninoise, the government 
manufacturer of beer and soft drinks. The government is negotiating with the 
World Bank to obtain a public enterprise rehabilitation project. Even with an 
improvement in public enterprise performance, however, the prospects for 





industrial growth are limited because of the small domestic market, the 


limited purchasing power of the Beninese consumer, and sluggish regional 
demand. 


d) Energy: Benin is heavily dependent upon imported energy, although it has 
a diversified resource base which, in principle, could meet the country's 
energy needs. Fuelwood satisfies 80 percent of Benin's energy requirements. 
Although supply exceeds demand nationally, fuelwood shortages have developed 
in certain areas and the government has initiated reforestation projects. 
Petroleum products, all of which are imported, meet 13 percent of the 
country's energy needs. Benin is now producing about 8,000 barrels per day 
(bpd) of crude oil from the Seme offshore oil field. All the oil is 
exported. Recoverable reserves have been conservatively estimated at 17.7 
million barrels, with field depletion expected in 1992. Electricity accounts 
for only two percent of Benin's energy consumption. Until 1982, 90 percent of 
Benin's electricity was imported from Ghana and the remaining ten percent was 
produced by domestic diesel-powered plants. Owing to the severe drought and 
its effect upon hydroelectric production in Ghana, in 1983 Ghana cut its 
electricity supply to Benin by one-half. Since then, Benin has begun to 
develop its own hydropower resources. The joint Benin-Togo Nangbeto 
Hydroelectric Power Project is underway, with completion scheduled for the 
first half of 1987. 


e) Commerce and Transportation: The commerce and transportation sectors 
together account for approximately 30 percent of Benin's GDP and employ 
one-fourth of the active population. The commerce sector has traditionally 
been the country's highest growth sector, owing primarily to regional trade. 
In recent years, decreased demand from Benin's neighbors and the closure of 
the Nigerian border have resulted in stagnation of the commercial sector. The 
sector's share of GDP has decreased steadily, from 24 percent of GDP in 1980 
to 14 percent of GDP in 1985. Benin faces a chronic trade deficit, which the 
country's leaders hope to alleviate through increased exports of petroleum, 
cement, Sugar, and agricultural products. 


The transportation sector, which consists primarily of road and rail transport 
and operations at the Port of Cotonou, accounts for eight percent of GDP. 
Benin's transportation system has been plagued by poor management, inadequate 
finance, insufficient material support and maintenance, as well as by a lack 
of technicians and, more recently, by the regional economic downturn. 


The government has a monopoly on port operations, but has begun to encourage 
the participation of private truckers. In early 1986, several private French 
shipping and forwarding firms were allowed to begin operating at various ports 
of entry. ‘The Port of Cotonou has been expanded in anticipation of increased 
demand fram within the region, especially from Nigeria. As a result of the 





economic downturn, competition from the Port of Lome, and the lack of a good 
road and rail network, however, port revenues have decreased. 


Both road and rail traffic have suffered a decline in recent years, owing in 
large part to decreased transit trade with Niger and Burkina Faso. To 
reattract transit trade, the government wishes to pave the Dassa-Parakou 
stretch of the principal north-south road and to improve the rail system. 


Transports Aeriens du Benin (TAB), the Beninese national airline, is not a 
major element of the transportation sector. 


5) CENTRAL GOVERNMENT FINANCES: ‘The budget of the Government of Benin has 
two components: an operating budget for current expenses and an investment 
budget for long-term projects. Originally, the government had presented a 
1986 operating budget of 57 billion CFA francs, with balanced receipts and 
expenditures. For a variety of reasons, this budget proved to have a 
substantial deficit. Accordingly, in August 1986 the government introduced a 
revised 1986 operating budget providing for expenditures of 42 billion during 
the fiscal year (same as the calendar year). It will, however, be difficult 
for the government to stay within this budget, as 100 percent of the cuts will 
have to be made in the last one-third of the year, requiring a very great 
decrease in the rate of expenditure. 


The 1986 investment budget totals 89.7 billion CFA francs, a slight increase 
over the 1985 figure of 81 billion CFA francs. The bulk of the total 
investment budget for 1986 was to be financed from external sources, including 
international donors and financial institutions and cammercial banks. The 


investment program is heavily weighted towards industrial and infrastructure 
projects. 


6) MONEY AND BANKING: Benin is a member of the West African Monetary Union 
(WAMU), along with Burkina Faso, Ivory Coast, Mali, Niger, Senegal, and Togo. 
Members of the WAMU share a common currency, the CFA franc, and a common 
central bank, the Banque Centrale des Etats de 1'Afrique de l'Ouest (BCEAO), 
with headquarters in Dakar. The CFA franc is pegged to the French franc at 
the rate of 50 CFA francs to one French franc. The convertibility of the CFA 
franc is maintained by the BCEAO and guaranteed by the French treasury. This 
convertible currency gives Benin advantages in foreign trade but means that 
Benin has little flexibility in its monetary policy. 


Benin's banking system is owned and operated by the government. there is only 
one commercial bank, the Banque Commerciale du Benin (BCB). Recently, 
however, the government has discussed allowing private, foreign banks to 
operate in Benin and allowing private shareholding in government-owned banks. 





In recent years, heavy government borrowing to finance both government-owned 
enterprises and large investment projects has decreased the amount of credit 
available to the private sector. Much of this borrowing has not been repaid 
on time and the Beninese banking system suffers from severe liquidity 
problems. Foreign exchange reserves are at a very low level and represent 
less than one week's imports. 


7) INFLATION: It is very difficult to assign a single figure for inflation 
to the Beninese economy, as the various sectors of the economy are only 
loosely linked to one another and price changes in one sector do not 
necessarily have a strong effect on prices in other sectors. Prices of 
foodstuffs grown in Benin vary according to the time of year and the richness 
of the harvest. In the past year, many prices have fallen substantially owing 
to good harvests. The prices of corn, cassava, and beans fell during 1985, 
while those of palm oil and peanut oil rose, reflecting production problems. 
The prices of rice and bread rose somewhat. On the other hand, prices of 
those goods used by high-income Beninese and expatriate families rose by an 
estimated 5.5 percent during 1985. 


8) TRADE: Up until 1983, Benin's major source of export earnings came from 
re-exports to neighboring countries. Since then, however, a combination of 
the regional downturn in trade, significantly greater cotton production, and a 
modest crude oil production have changed that picture. 


Between 1983 and 1985, a combination of good weather and government incentive 
programs increased cotton production to such an extent that cotton exports 
rose to account for 22 percent of total exports. In the past year, however, 
world cotton prices have dropped by more than half, severely affecting export 
earnings and making government subsidy programs financially untenable. 


Falling world prices have also severely affected earnings from crude oil 
exports. Lifting costs for Beninese oil are high, about eight dollars per 
barrel, and recently spot prices for this oil have hovered near that level. 
The so-called Phase II development of the Seme offshore field, which would 
lower per-barrel lifting costs, has not yet been completed. At the moment, 
Benin produces approximatley 8,000 barrels per day of crude oil. Since there 
is no refinery in the country, the entire production is exported. 


Benin also exports palm products, cocoa, and coffee. For the most part, cocoa 
and coffee are imported informally fram other countries, then re-exported. 


Benin exports an almost negligeable amount to the United States, almost 
entirely in the form of tourist purchases of art objects. 1984 was an 
exception. In that year, an American oil firm purchased, on contract, Benin's 
entire crude oil production. 





Benin's principal imports are refined petroleum products, construction 
material, spare parts and consumer goods such as tobacco, liquor, used 
clothing and fabric. As noted earlier, Benin has recently begun to import 
large quantities of grain, notably wheat and rice. Much of Benin's imports 
are re-exported to neighboring countries. However, statistics on this 
important trade are limited and unreliable. 


Benin's recorded imports totalled $268 million in 1985, a 13 percent increase 
from the 1984 level. 71 percent of these imports, by value, came from the 
OECD countries. COMECON trade accounted for only two percent of imports. 
Intra-African trade continues to remain’low: Trade with other BCOWAS 
countries amounted to only three percent of total imports. As noted above, 
however, much of Benin's trade with its neighbors goes unrecorded. Benin's 
imports from the United States consist mostly of tobacco, used clothing, food, 
and various machinery. In 1986 Benin received authorization from the US 
Department of Agriculture to purchase 45,000 metric tons of subsidized wheat 
from the United States. Although usually greater than our imports from Benin, 
United States exports to Benin are very modest. US exports to Benin were 
deceptively high in 1985: In that year, a firm registered in Benin purchased 
two large American aircraft. It transpired, however, that the purchasing firm 
was an agent of the Libyan Government. The two aircraft were illegally 
re-exported to Libya. 


9) BALANCE OF PAYMENTS: In 1984, a combination of strong exports of crude 
oil and cotton with a decrease in imports, gave Benin one of its lowest 
current account deficits in many years. In 1985, however, the current account 
deteriorated, despite an increase in exports. This deterioration was caused 


largely by a 16 percent increase in imports, mostly connected with large 
investment projects. 


The capital account has also suffered recently, largely because of loan 
repayments for several large investment projects, which had been financed 
almost entirely by commercial loans. 


10) EXTERNAL DEBT: Benin's public and publically-guaranteed external debt 
amounted to approximately $763 million dollars at the end of 1985. A 
substantial portion of that debt can be traced to several large investment 
projects: The Save sugar refinery, the Onigbolo cement plant, the Seme 
offshore oil field, and the Sheraton Hotel in Cotonou. As mentioned in (9), 
above, these projects were financed almost exclusively through commercial 
loans. Owing to generally poor economic conditions and depressed prices of 
oil and sugar, these projects have not been able to generate enough income to 
repay the debts contracted to build them. It is these projects that are 
responsible for the greater part of Benin's substantial debt-repayment 
burden: Seme, Save, and Onigbolo were responsible for two-thirds of Benin's 
scheduled debt repayments in 1985. 
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Benin has been in arrears on its external debt since 1982. By the end of 
1985, these arrears amounted to approximately $170 million. Most of these 
arrears are on loans made to develop the Save and Onigbolo plants. The Seme 
oil field project was current in its debt repayments until the end of 1985, 
but low oil prices have since caused it to fall into arrears. 


11) LABOR AND WAGES: The bulk of the active population of approximatly 1.9 
million people is employed in the agricultural sector. About 70 percent of 
salaried employees are employed by the government. At the end of 1982, the 
minimum wage was increased to 17,500 CFA francs per month. Real wages have 
declined in the past few years, as salary increases have failed to keep pace 
with the cost of living. No unemployment statistics are available. 


There are no independent labor unions in Benin. All union activities occur 
within the framework of the government-controlled Union National des Syndicats 


des Travailleurs de la Republique Populaire du Benin (UNSTB). Strikes are 
very rare. 


Unskilled labor is readily available in Benin. Skilled and semi-skilled labor 
are, however, scarce. Nevertheless, educational levels in Benin compare 
favorably with those of other countries in the region. There are few 
technical training programs. Therefore, Beninese employees usually require 
on-the-job training. Many technical management positions are filled by 


expatriates. 


12) SHORT-TERM TRENDS: Given the continuing regional recession and low world 
prices for cotton and crude oil, we predict that Benin's economy will continue 
to stagnate during the next twelve months. Although the repayment schedule 
for Benin's external debt will begin to ease after this year, substantial 
payment arrears and Benin's lack of foreign exchange reserves will continue to 
make it impossible for Benin to service all its debt without rescheduling. 

The condition of the banking sector will remain precarious, owing to bad debts 
on the books and a lack of liquid assets. Further privatization of the 
banking and industrial sectors could bring fresh capital and dynamism to the 
economy, but the process of privatization is likely to be slow and it is not 
at all certain that private investors will rush to participate in the Beninese 
economy, given its current poor condition. 


The key economic task facing the Government of Benin during the next year will 
be the conclusion of a standby agreement with the IMF. With such an agreement 
in hand, Benin can present itself to the London and Paris clubs to reschedule 
much of its external debt. The existence of a standby agreement, and the 
economic redressment program that will necessarily accompany it, may also 
increase the confidence of potential investors in the Beninese economy. 





12 
B) IMPLICATIONS FOR THE UNITED STATES: 


Improved relations between the United States and Benin and Benin's increased 
openness to foreign investment make Benin a more attractive place to do 
business than it was five years ago. Benin's generally poor economic 
condition, however, as well as the Benin Government's slow pace of 


privatization, will limit the scope of attractive investments in the short 
term. 


There will, nonetheless, be opportunities for investors in several areas. 
Most attractive may be small enterprises engaged in food-processing, 
agriculture, and light manufacturing. Expansion of the Seme oil field may 


also bring with it some opportunities for exporters of oil field equipment and 
services. 


In March of 1986 a substantial delegation of Beninese businessmen, accompanied 
by an important Beninese Government delegation, including the Ministers of 
Foreign Affairs and of Commerce, visited the United States to participate in a 
series of trade and investment seminars. Their message was that Benin is 
“open for business." In conjunction with that visit, USAID hired a contractor 
to identify attractive investment projects in Benin. The contractor 
identified, without difficulty, fifteen projects conceived by serious Beninese 
businessmen. Full feasibility studies exist for many of these projects. The 
projects include glass bottle manufacturing using local materials, the 


production of cassava products, an integrated farming scheme, and a small 
tourist hotel. 


There is, at present, no direct American investment in Benin. Because of 
this, and given the newness of the Beninese investment code and the lack of 
experience with its application, potential investors are advised to check with 
the US Department of Canmerce and with the US Embassy in Cotonou prior to 
embarking upon investment projects in Benin. 








